
 ? 
 

 

 

© 2017 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any liability for its use or 
distribution. Any general advice or ‘class service’ have been prepared by Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or Morningstar Research Ltd, subsidiaries of Morningstar, Inc, without reference to 
your objectives, financial situation or needs. Refer to our Financial Services Guide (FSG) for more information at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of these matters and if applicable, the 
relevant Product Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of information. Past performance 
does not necessarily indicate a financial product’s future performance. To obtain advice tailored to your situation, contact a professional financial adviser. Some material is copyright and published under licence from ASX Operations 
Pty Ltd ACN 004 523 782 ("ASXO"). 

Presale Report: Magellan Global Trust (MGG) 
Unique and Innovative Offer 
Recommendation: Subscribe 
Subtitle Second Row 

Fundamental View 

The Magellan Global Trust is a unique and innovative offer for Australian and New Zealand 

investors, providing an income-focused slant on the highly rated Magellan Global Equities Fund. For 

investors seeking global equities exposure, who are comfortable with the associated equity market 

and currency risks, this is a highly appealing offer. Given our confidence in Magellan’s underlying 

investment strategy, the appealing structure and incentives of the offer, Morningstar recommends 

investors subscribe to the offer. 

 

As a closed-end listed investment trust, or LIT, investors should take into consideration the risk that 

units could trade at a premium or discount to net asset value on the secondary market. Magellan 

has taken steps to minimise the risk of units trading at a discount to NAV subsequent to listing, 

however, there is no guarantee its efforts will be successful.  

 

 

Key Takeaways  

× Magellan Global Trust provides an income slant on an existing strategy we rate highly. 

× Loyalty units for eligible investors are an attractive incentive. 

× Unique to most listed investment companies/LITs, Magellan Financial Group will cover all costs of 

the IPO and loyalty unit issue. 

× As a closed-end trust there is a risk the unit price could trade at a premium or discount to NAV on 

the secondary market. 

× For investors seeking the risk/return profile of global equities we consider this an attractive offer. 

 

Funds Mentioned 

 

Source: Morningstar Direct. Data as of 29/08/2017. 
 
 

 

  

Ticker Investment Type Morningstar Analyst

Rating

Equity Style Box 

(Long)

Magellan Global 15699 Open-End Fund Gold É

Magellan Global (Hedged) 19877 Open-End Fund Gold É

Magellan Global Equities MGE Exchange-Traded Fund Silver É

Magellan Global Equities Currency Hdg MHG Exchange-Traded Fund Silver É

Magellan High Conviction 19878 Open-End Fund N/A É
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Overview of the Offer 

MGG will be a closed-ended LIT traded on the ASX. The offer consists of three parts: a general offer; 

a broker firm offer; and a priority offer. Investors with an interest in any other listed or unlisted 

Magellan fund, or Magellan Financial Group shares (Eligible Vehicles) on 1 August 2017 will be 

eligible for the priority offer, and receive additional loyalty units equal to 6.25% of their allotted 

application. Priority Applicants are eligible to subscribe for a number of units up to the greater of 

AUD 30,000, or AUD 1 for every AUD 10 held directly or indirectly in Eligible Vehicles. Applications 

in excess of this amount can be made through the broker firm, or general offer, and will not receive 

loyalty units. 

 

Pleasingly, Magellan Financial Group is funding the cost of the loyalty units issued under the 

priority offer, providing an attractive incentive to participate in the IPO. MFG is also funding all 

listing costs, which sets this IPO apart from other LICs/LITs. This eliminates Morningstar’s primary 

concern with participation in LIC/LIT IPOs, which traditionally deduct listing costs in the range of 

1%-3% from net tangible assets.  

 

In addition, Magellan has sought to address the issue of the closed-end fund potentially trading at a 

discount to NAV on the secondary market, by instating a buyback policy from day one to support 

the share price. It should be noted the exact operation of this policy and how long it will persist has 

not been disclosed. 

 

The offer opened on 29 August 2017. The Broker Firm and General Public Offer will close on 22 

September 2017, while the Priority Offer will close on 29 September 2017. 

 

Overview of the Strategy 

MGG will closely resemble the other open-ended Magellan Global products, with a few key 

differences. First, MGG will target a cash distribution yield of 4%. This is aimed at delivering a 

regular income stream to investors, which may be appealing to those in a drawdown phase. We 

consider the target cash distribution yield concept to be a valuable feature, and one which we 

expect to see more of in the market, as investment vehicles are increasingly used to fund retirement 

liabilities. 

 

The fund will invest in a concentrated portfolio of 15-35 high quality global stocks. MGG will allow 

slightly higher risk parameters than the Global Equities fund (for example, a maximum single stock 

position of 15% and higher maximum portfolio beta), but risk management and downside protection 

remain core to Magellan’s investment philosophy. The Trust will be allowed to hold up to 50% cash, 

compared with a maximum 20% for the Global Equities fund. The Trust may also borrow up to 20% 

of gross asset value, predominantly for funding in the case of a buyback. Currency hedging will be 

actively managed, which differs from Magellan’s existing product offerings which are either 

unhedged (Magellan Global, MGE), or fully hedged (Magellan Global (Hedged), MHG) but similar to 

Magellan High Conviction. 

 

  

http://www.morningstar.com.au/s/fsg.pdf
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Process 

Magellan believes sustainable competitive advantages enable companies to earn lasting returns 

beyond their cost of capital. Concentrating on financial services, consumer franchises, IT, 

healthcare, and infrastructure trims the universe to about 4,000 names. Quantitative and qualitative 

screening cuts this down to about 1,000 stocks. These filters exclude measures incorporating 

current market prices. Magellan then studies companies with a wide economic moat, which 

bestows a sustainable competitive advantage, lucrative reinvestment potential, low agency risk, low 

business risk to facilitate predictable cash flow, and market beta. Relying mainly on discounted 

cash flow techniques, analysts elongate the model's duration for wide-moat stocks and vice versa. 

Targets must be discounted sufficiently to intrinsic value to give a margin of safety. The staff use 

broker research to gauge market views. The investment committee appraises the valuation 

methodology and analyst assumptions before approving companies for the investable universe. 

Ranking stocks along qualitative and valuation dimensions, Magellan divides companies among 

high- and low-beta sleeves and weights them with a strong focus on risk management. The 

manager ignores sector and country index weightings, resulting in a portfolio that differs 

meaningfully from the benchmark. The portfolio will still be exposed to of the risk and return 

characteristics of global equities, but as a concentrated strategy will have its own unique skews. 

We expect the portfolio to have a large bias to technology firms, given this sector makes up over 

half of Magellan High Conviction and just under one third of Magellan Global, versus an index 

weight of only 15%. We also expect to have reasonable allocations to financials and consumer 

staples. The fund will also be mostly invested in large multinational companies listed on the U.S. 

share market, which we believe will be more than 80% of assets.  

 

Currency will be actively hedged based on the manager’s view of fair value of the Australian dollar, 

and actively predetermined trading bounds. Typically, the manager will look to hedge 50% of 

exposure at fair value, increasing this in a nonlinear manner as the Australian dollar depreciates 

towards its lower bound, or decreasing the hedge as the Australian dollar appreciates to its upper 

bound. The portfolio’s cash balance will not be hedged. 

 

People 

The portfolio will be comanaged by Hamish Douglass and Stefan Marcionetti. Douglass is the CEO, 

CIO, and founder of Magellan Financial Group, and is an experienced and astute investor who we 

hold in high regard. He has built a strong track record managing the flagship Magellan Global 

Equities fund, delivering excellent risk-adjusted returns for investors since its inception in 2007. 

Marcionetti joined Magellan in 2013 as a technology, communications, and media analyst, having 

previously worked in investment banking, and at a global hedge fund. He was promoted to assistant 

portfolio manager of the Magellan Global Equities fund in August 2016, acting as a sounding board 

for Douglass. We view Marcionetti's progression within the group positively, helping reduce the 

key-man risk associated with Douglass over time. Rounding out the executive team, Dom Giuliano is 

deputy chief investment officer, Gerald Stack oversees the team as head of investments and is chair 

of the investment committee, and Nikki Thomas enforces consistency of the approach as head of 

research. The group is very well resourced, with a team of 30 analysts undertaking fundamental 

research.  

http://www.morningstar.com.au/s/fsg.pdf


  
 

 

© 2017 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any liability for its 
use or distribution. Any general advice or ‘class service’ have been prepared by Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or Morningstar Research Ltd, subsidiaries of Morningstar, Inc, without 
reference to your objectives, financial situation or needs. Refer to our Financial Services Guide (FSG) for more information at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of these matters and if 
applicable, the relevant Product Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of information. 
Past performance does not necessarily indicate a financial product’s future performance. To obtain advice tailored to your situation, contact a professional financial adviser. Some material is copyright and published under 
licence from ASX Operations Pty Ltd ACN 004 523 782 ("ASXO"). 

Presale Report: Magellan Global Trust (MGG) | 1 September 2017 |  

 
Healthcare Observer | 4 September 2017 

 
Paper Title | 4 September 2017 

 
Healthcare Observer | 4 September 2017 

 
Paper Title | 4 September 2017 

 
Healthcare Observer | 4 September 2017 

 
Paper Title | 4 September 2017 

 
Healthcare Observer | 4 September 2017 

Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

 
Page 4 of 8 

Parent 

Magellan is a Sydney-based investment management firm that has grown spectacularly from 

startup to highly regarded Australian asset manager. It was started by Chris Mackay and Hamish 

Douglass in 2006 and trades on the ASX as Magellan Financial Group. The firm manages global 

equities and listed infrastructure and ran AUD 49.5 billion at the end of July 2017, including AUD 

41.3 billion in global equities. Aspects of the firm are appealing. There is a strong investment 

culture with high-quality personnel. Staff own about 30% of the company and invest meaningfully 

alongside investors. Additionally, future investment potential has been preserved with a capacity 

management program. The flagship global equity strategy's base fee is high relative to peers, 

though the dual performance fee structure is well designed. The firm has capably managed the 

growth in assets and people but it bears watching to see how its expansion and international 

distribution plans pan out. Staff remuneration could be better linked to longer-term performance 

and some deferral provisions might foster employee retention as the firm matures. Given the influx 

of assets in the flagship global equity strategy, there is the potential for significant outflows if 

performance struggles. Magellan Asset Management is the responsible entity for its own funds, 

and retains autonomy over aspects including the trust’s fees. 

 

Price 

This strategy has an annual base fee of 1.35%. There's also a performance fee of 10% of any 

outperformance over the dual hurdles of the MSCI World Net Total Return Index (AUD) and the 

Australian government 10-year bond yield, and a high-water mark. The hurdles are meaningful, 

although the base fee is above the wholesale average for global equities. This fee structure is 

consistent with Magellan’s other global equities products. We would prefer the ongoing base fee to 

be below average given the large asset base and added performance fee. 

 

In addition to ongoing management fees investors will need to pay brokerage to trade units on the 

secondary market, and will be impacted by any bid/ask spread around the unit price. Due to the 

closed-end structure, investors may also face the units trading at a premium or discount to NAV 

depending on liquidity, investor sentiment, and market conditions. 
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Overview of the Listed Investment Trust Structure 

The Magellan Global Trust will be a closed-end fund listed on the ASX. Once initial capital is raised 

through the IPO process investors cannot apply for additional units, or redeem funds, but rather 

they buy or sell their units on the ASX. This has the advantage for the manager of ensuring total 

assets of the fund are not impacted by applications or redemptions, which gives the manager more 

leeway to make long-term investment decisions without concerns about managing fund flows. 

However, as with LICs, the unit price of the LIT is determined by the meeting of willing buyers and 

sellers on the secondary market, so there is the potential for the unit price to trade at a discount of 

premium to underlying NAV.  

 

× Magellan has sought to address this risk in three ways:  

 

× First, the priority offer and bonus loyalty units are designed to attract a large level of 

assets under management from the outset. Scale is important for LICs, as increased 

liquidity helps create more efficient price discovery. The minimum raising required for 

the IPO to proceed is AUD 250 million, but we anticipate it could be much larger. 

 

× Second, Magellan will publish an intraday indicative net asset value, or iNav, of the 

fund to ensure the market is fully informed about the estimated underlying value of the 

fund during ASX trading hours. This iNav will calculated by ICE Data Services based on 

portfolio holdings and currency movements and be available on Magellan’s website and 

through a number of third-party data platforms. 

 

× Third, Magellan has committed to supporting the trust with a standing buyback. Should 

the unit price fall to a certain level below the NAV, the trust will purchase discounted 

units on market before cancelling them. This is accretive to remaining unit holders. The 

exact level at which the buyback would be implemented, its size and duration have not 

been disclosed. 

 

Target Cash Distribution Yield 

Another unique feature of MGG is its target cash distribution yield of 4%. This will be calculated as 

a percentage of the average month-end NAV over a rolling two-year period and paid semiannually. 

For the first two years Magellan intends to pay $0.03 per unit semiannually until June 2019. This 

equates to 4% on the initial NAV per unit at listing of $1.50. 

 

As a trust, MGG must distribute all underlying income, and realised capital gains to investors. The 

underlying dividend yields of globally listed stocks are typically much lower than Australian shares 

and do not generate franking credits, therefore it is unique for a global equities product to have an 

income focus. The level of realised capital gains distributed by the fund depends on trading activity 

within the strategy, and the level of embedded capital gains within the portfolios holdings. 

Investors should be aware, as a trust, unitholders are responsible for any tax obligation arising from 

the distribution, and should seek professional tax advice on this matter. Given MGG's global 

portfolio, distributions will typically be unfranked.  

 

http://www.morningstar.com.au/s/fsg.pdf
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At times when the 4% target distribution yield cannot be met with underlying income or realised 

capital gains, the trust will pay a component of the distribution out of capital, effectively returning 

some of the money investors paid for their shares, reducing the cost base of their units. This will be 

reflected on the distribution statement as a tax-deferred amount. 

 

In the event of underlying income and realised capital gains exceeding the 4% target distribution 

yield, investors will be required to reinvest the excess amount, and the manager will issue new 

units at the NAV under the dividend reinvestment plan. In this instance, as with any distribution 

paid by a trust, investors will incur a tax obligation on the full amount of the distribution, and not 

just the 4% target distribution paid in cash. Given the excess distribution will be paid in newly 

issued units, it avoids the issue of the manager having to sell underlying investments and realise 

more capital gains to fund a cash distribution.  

 

Investors can also choose to participate in a DRP covering the 4% distribution, and will receive new 

units at a 5% discount to NAV. Magellan Financial Group will cover the cost of the discount (at their 

discretion), thereby avoiding dilution to the Trust. The DRP discount will not apply to any 

distribution over and above the 4% target rate. 

 

Regarding the currency hedge accounting status of the trust, Magellan will not be making a 

Taxation of Financial Arrangements (TOFA) election for MGG. This means any currency hedging 

losses incurred in a financial year may offset income generated by the trust. If this were to occur 

the capital return component of the distribution can be increased to meet the 4% target cash 

distribution yield. 

 

It is important to remember that from a tax perspective it is the actual distribution level that will be 

assessable for tax, and not the ‘target’ distribution paid in cash. 

 

While Magellan has added a number of attractive attributes to this offer it should be noted that the 

buyback, DRP discount, and target cash distribution yield are at the manager’s discretion and not 

guaranteed in perpetuity. 
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Research Report Disclosure Document 

Currency 

This Research Report is current as at the date on the report until it 

is replaced, updated or withdrawn. Our financial product research 

may be withdrawn or changed at any time as other information 

becomes available to us. This report will be updated if events 

affecting the report materially change.  

Research Criteria 

For further information as to:  

• the scope and expertise of our research, 

• the process by which products are selected for 

coverage, 

• the filters and research methodology applied, and 

• Morningstar’s ratings and recommendation scales  

across credit, equity, ETF, fund, and LIC research, 

please refer to the Research Overview documents at  

www.global.morningstar.com/au/researchdocuments. 

Material Interests and Conflicts of Interest and  

How We Manage Them 

(1) Holding Securities in Product Issuers 

No material interests are held by us, our staff, or a related company 

in the financial products that are the subject of the report or the 

product issuer. Generally, analysts are not permitted to hold 

securities in entities that they rate, subject to specific waivers by 

the Morningstar Securities Trading and Disclosure Policy 

Committee.  

(2) Fees From Publishing This Report 

The Morningstar Group and its staff and associates will not receive 

any direct benefit from the publication of this report. Morningstar 

does not receive commissions for providing research and does not 

charge companies to be rated. Where Morningstar provides 

research it is remunerated by subscribers paying a subscription fee. 

This fee is variable depending on the client’s specific requirements. 

(3) Who Do We Rate? 

Morningstar has an associated business, Ibbotson Associates 

Australia, which provides investment management and consulting 

services. While the two companies have the same ultimate parent, 

they have separate reporting lines, and physical and electronic 

separation of employees and resources.  

Morningstar avoids any potential conflict of interest by not 

undertaking or publishing analyst research on Ibbotson’s 

investment products. Morningstar is therefore not affiliated or 

related to any financial product providers rated by us. 

 

(4) Providing Other Services 

Morningstar may provide a rated product issuer or its related 

entities with the following services or products for a fee and on an 

arm’s length basis: 

• Software products and licences 

• Research or consulting services  

• Equity, credit and fund data services 

• Licences to republish our ratings and research in their 

promotional material. (Any licensing agreement takes 

place after the ratings and research have been 

completed and published to our clients and the wider 

marketplace, and the product provider therefore cannot 

influence the outcomes of our assessments. Licensing 

negotiations are undertaken by sales employees 

segregated from research employees.) 

• Event sponsorship 

• Website advertising 

(5) Our Employees 

Our employees may from time to time receive nominal 

gifts/hospitality from clients and/or product providers. We have 

strict guidelines in place as to the circumstances and extent to 

which our employees may accept any such gifts/hospitality. The 

Morningstar Gifts Policy does not permit the receipt of gifts that 

are individually substantial, or cumulatively substantial. These 

gifts would be identified by monitoring of the gifts register by the 

Compliance Manager. 

Our Manager Research staff are provided with investment 

information by the product issuer. Where the product issuer is 

located outside New South Wales, we generally undertake site 

visits to their investment team offices and our reasonable travel 

and accommodation costs in making those site visits are met 

directly or indirectly by the product issuer.  

Our Equity Research staff use publicly available information, 

however where Morningstar completes research on initial public 

offers for credit securities, Equity Research staff may be provided 

with non-public information. Morningstar has strict procedures 

in place in relation to the handling of inside information. 

Our Equity Research staff may undertake site visits and the 

reasonable transport costs in making those visits are met directly 

by us or on occasions by the product issuer. 

Morningstar can be offered benefits, such as covering the cost 

of transport or accommodation, for its employees to attend 

overseas fund manager forums. The costs are paid by the event 

organiser which in turn charges fees to fund managers on which 

http://www.morningstar.com.au/s/fsg.pdf
http://corporate.morningstar.com/au/asp/subject.aspx?xmlfile=5761.xml&filter=5762&ad=researchdocumentsau_09052013
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Morningstar may produce qualitative research reports and 

ratings. That is, the benefits are indirectly provided by the fund 

managers. This risk is assessed as low because research staff do 

not receive any direct benefit and ratings committee structures 

govern the research ratings process.  

The Morningstar Compliance Manager and Department Head 

assess the nature of the benefits and ensure that they are not 

inappropriate.  

Our employees are guided by our Code of Ethics and our related 

conflicts of interest policies including our Securities Trading and 

Disclosure Policy which includes procedures for managing potential 

conflicts of interest for employees trading in financial products 

upon which they may undertake research. 

Morningstar research staff are remunerated by salary and do not 

receive any commissions or fees. They may be eligible for an annual 

bonus which is discretionary and relevant to their role. 

Reasons For Our Opinion and Recommendation 

The opinions and recommendations in the research report are 

based on a reasonable assessment by the research staff member 

who wrote the report of information provided by the product issuer 

and generally available in the market. Our research staff: 

• are well-qualified,  

• exercise due care and skill in assessing the information 

available to them, and  

give their opinions and recommendations on reasonable 

grounds. 
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